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IN THE MATTER OF THE APPLICATION
OF ARIZONA PUBLIC SERVICE
COMPANY FOR A HEARING TO
DETERMINE THE FAIR VALUE OF THE
UTILITY PROPERTY OF THE COMPANY
FOR RATEMAKING PURPOSES, TO FIX A
JUST AND REASONABLE RATE OF
RETURN THEREON, TO APPROVE RATE
SCHEDULES DESIGNED TO DEVELOP
SUCH RETURN

Docket No. E-01345A-08-0172

NOTICE OF FILING SUMMARY
OF DIRECT TESTIMONY AND
SUMMARY OF REPLY
TESTIMONY OF KEVIN c.
HIGGINS ON BEHALF OF
FREEPORT-MCMORAN
COPPER & GOLD INC. AND
ARIZONANS FOR ELECTRIC
CHOICE AND COMPETITION
(SETTLEMENT AGREEMENT)

Freeport~McMoRan Copper & Gold Inc. and Arizonans for Electric Choice and

Competition (collectively "AECC") hereby submit the Summary of the Direct Testimony

and the Summary of the Reply Testimony of Kevin C. Higgins (Settlement Agreement) on

behalf of AECC in the above captioned Docket.

RESPECTFULLY SUBMITTED this 13*** day of August 2009.

FENNEM G, P.C.ORE RAI

Ari20na Corporation Commission
DOCKETED

AUG 132008

D(3L8§*»;f.. 3 i 18 E

C. , Crockett
Patrick J. Black
3003 N. Central Avenue, Ste. 2600
Phoenix, AZ 85012-2913
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1 ORIGINAL and 13 COPIES of the foregoing
FILED this 13"* day of August 2009 with:

2

3

4

Docket Control
ARIZONA CORPORATION COMMISSION
1200 West Washington
Phoenix, Arizona 85007
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6

COPY of the foregoing was
MAILED/OR *E-MAILED
this 13*" day ofAugust 2009 to:
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*Lyn Farmer
Chief Administrative Law Judge
Hearing Division
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007
lfarmer@azcc.gov
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*Kristin K. Mayes, Chairman
Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007
kmayes@azcc.gov

14
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*Sheila Stoeller, Aide
to Kristin K. Mayes, Chainman

Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007
sstoeller@azcc.gov
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20

*Gary Pierce, Commissioner
Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007
gpierce@azcc.gov
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*Antonio Gill, Aide
to Gary Pierce, Commissioner

Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007
agill@azcc.gov
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*Paul Newman, Commissioner
Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007
pnewman@azcc.gov
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*Jennifer Ybarra, Aide
to Paul Newman, Commissioner

Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007
jybarra@azcc.gov
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*Sandra D. Kennedy, Commissioner
Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007
skennedy@azcc.gov
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*Katherine Nutt, Aide
to Sandra D. Kennedy, Commissioner

Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007
knutt@azcc.gov
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*Bob Stump, Commissioner
Arizona Co oration Commission
1200 West washington Street
Phoenix, AZ 85007
bstL1mp@azcc.gov
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*Trisha Morgan, Aide
to Bob Stump, Commissioner

Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007
tmorgan@azce.gov
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*Ernest G. Johnson, Director
Utilities Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007

johnson oz co.state.az.us
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*Maureen Scott
Legal Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007
1nscott@azcc.gov
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*Janet Wagner
Legal Division
Arlzona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007
jwagner@azcc.gov
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*Terri Ford
Utilities Division
Arizona Corporation commission
1200 West Washington Street
Phoenix, AZ 85007
tford@azcc.gov
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*Barbara Keene
Utilities Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007
bkeene@cc.state.az.us
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*Thomas Mum aw
Arizona Public Service Company
p.o. Box 53999
Phoenix, AZ 85072-3999
Thomas.Mumaw@pinnaclewest.coin

-and-
*Deborah R. Scott
Pinnacle Welst Capital Corporation
400 North it  Street
P.O. Box 53999, Ms 8695
Phoenix, AZ 85072-3999
Deb.Scott@pinnaclewest.com
Attorneys For Arizona Public Service Company
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*Daniel W. Pozefsky, Chief Counsel
RUCO
1110 W. Washington St., Suite 220
Phoenix, AZ 85007
dpozefsky@azruco.g;ov
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*William A. Rigsby
RUCO
1110 West Washington, Suite 220
Phoenix, AZ 85007
brigsby@azruco.gov
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*Tina Gamble
RUCO
1110 West Washington, Suite 220
Phoenix, AZ 85007
tgamble@azruco.gov
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*Michael L. Kurtz
*Kurt J. Boehm
Boehm, Kurtz & Lowry
36 East Seventh Street, Suite 1510
Cincinnati, OH 45202
mkurtz@BKLlawfirm.com
kboehm@BKLlawiirn1.com
Attorneys for The Kroger Company
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The Kroger Company
*Dennis George
Attn: Corporate Energy Manager (G09)
1014 Vine Street
Cincinnati, OH 45202
dgeorge@kroger.com
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* Stephen J . Baron
J. Kennedy & Associates
570 Colonial Park Drive
Suite 305
Roswell, GA 30075

18 *Theodore Roberts
Sempra Energy Law Department
101 Ash Street, H Q 3D
San Diego, CA 92101-2017
Troberts@sempra.com

19

20

21

22

23

24

*Lawrence V. Robertson, Jr.
Attorney at Law
P.O. BOX 1448
2247 East Frontage Road
Tubae, AZ 85646
tubac1awyer@ao1.co1n
Attorney for Mesquite/SWPG/B owe
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*Michael A. Curtis
*William P. Sullivan
*Larry K. Udall
Curtis, Goodwin, Sullivan,
Udall & Schwab, P.L.C.

501 East Thomas Road
Phoenix, AZ 85012-3205
mcurtis401 @aol.oom
wsullivan@csuslaw.com
ludall@cgsus aw.com
Attorneys for the Town of Wickenburg
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*Michael M. Grant
Gallagher & Kennedy
2575 E. Camelback Road
Phoenix, AZ 85016-9225
MMG@gknet.com
Attorney for Arizona Investment Council

9

10

11

12

*Gary Yaquinto
Arizona Investment Council
2100 N. Central Ave., Suite 210
Phoenix, AZ 85004
gyaquinto@arizonaic.org

13
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*David Berry
Western Resource Advocates
P.O. Box 1064
Scottsdale, AZ 85252-1064
azbluhill aol.com
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20

*Timothy M. Hogan
Arizona Center for Law
in the Public Interest

202 East McDowell Road, Suite 153
Phoenix Arizona 85004
THOGAN@aclpi.org
Attorney for Western Resource Advocates
and Southwest Energy Efficiency Project

Arizona School Boards Association, and
Arizona Association of School Business Officials21
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24

*Jeff Schlegel
SWEEP Arlzona Representative
1167 West Samalayuca Drive
Tucson, AZ 85704-3224
sch1egalj@aoLcom
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*Jay Mayes
Mayes Sellers & Sims
1850 N. Central Ave., Suite 1100
Phoenix, AZ 85004
jimoyes@lawms.com
Attorneys for AZ-AG Group
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*Jeffrey J. Winer
K. R. Saline & Assoc., P.L.C.
160 N. Pasadena, Suite 101
Mesa, AZ 85201
jjw@krsa1ine.com

7

8

9

*Scott Canny
General Counsel the Hopi Tribe
P.O. Box 123
Kykotsmovi, AZ 85039
Scanty0856@aol.com
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12

*Cynthia Zwik
1940 East Luke Avenue
Phoenix, AZ 85016
czwick@azcaa.org

13
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*Nicholas J. Enoch
349 North 4111 Avenue
Phoenix, Z 85003
nick@lulbinandenoch.com
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19

*Karen S. White, Esq.
Air Force Utility Litigation
& Negotiation Team

AFLOAT/JACL-UTL
139 Bases Drive
Tyndall AFB, FL 32403
karen.white@tyndall.af.rnil
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21

*Amanda Onnond
Interest Energy Alliance
7650 S. McClintock
Suite 103-282
Tempe, AZ 85284
asom10nd@mn.co1n
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*Douglas V. Font
Law Offices of Douglas V. Font
3655 West Anthem Drive
Suite A-109 PMB 411
Anthem,, AZ 85086
dfant1aw@earthlink.net

4
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*Barbara Wyllie-d§'ecora
27458 North 129 Drive
Peoria, AZ 85383
bwyl1iepecora@yahoo.com
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*Carlo Dal Monte
Catalyst Paper Corporation
65 Front Street, Sulte 201
Nanaimo, BC V9R 5H9
Carlo.dalmonte@cata1ystpaper.com
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*Steve Morrison
SCA Tissue North America
14005 West Old Hwy 66
Bellemont, AZ 86015
steve.morrison@sca.com
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Mr. Higgins testifies in support of the Proposed Settlement Agreement
("Agreement") filed by Staff on behalf of the Agreement's Signatories on June
12, 2009. The proposed Agreement provides a comprehensive resolution of the
issues in the Arizona Public Service Company ("APS") general rate case. In Mr.
Higgins' opinion, the Agreement produces just and reasonable rates and is in the
public interest. On behalf of AECC, he recommends adoption of each provision
in the Agreement as a package deal.

The broad scope of the Agreement is attested to by the fact that it is supported by
twenty Signatories with widely varying constituencies. Mr. Higgins testifies that
the Agreement strikes the appropriate balance between customer interests and
utility interests. Its adoption would provide APS an opportunity to improve its
financial condition while being fair to customers by not increasing rates any more
than is absolutely necessary. The Agreement's reduction in revenue requirement
from APS's request is similar to what Mr. Higgins had recommended in his direct
testimony on revenue requirement. In support of the objective of improving
APS's financial condition, the Agreement commits APS to make a minimum of
$700 million of equity infusions through 2014 and obligates the Company to
undertake best efforts to attain an equity-to-total-capital ratio of 52 percent by the
end of 2012.
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In addition, the Agreement resolves the important rate case issues of revenue
spread and rate design in a just and equitable manner. With two exceptions (low
income and the spread of rates within Rate E-32), the Agreement spreads the base
rate increase across all customer rate schedules on an equal percentage basis,
inclusive of the interim increase, and inclusive of fuel and purchase power costs
that are incorporated into base rates. This approach treats customer rate impacts
on a basis that is directly comparable to the measurement of class revenue
deficiencies in APS's cost-of-service study filed as part of APS's direct case, and
is almost identical to the revenue spread recommended in Staffs direct case,
which called for an equal percentage increase in base rates for all rate schedules
except low income, inclusive of fuel costs (and inclusive of any interim increase).
Mr. Higgins believes the Agreement's revenue spread is just and reasonable in the
context of the overall Agreement.

With respect to rate design, the Agreement provides that the rate increases for
Rates E-34, E-35, and E-32-L will be implemented by adopting APS's proposed
customer charges, along with equal percentage increases in the demand and
energy charges for the rate schedules. This provision ensures that, within these
rate schedules, higher-load-factor and lower-load-factor customers will receive
the same percentage base rate increase, which is reasonable in the context of the
overall Agreement. The Agreement also requires APS to work with Staff and
other interested parties to develop an Interruptible Rate Rider for Rate E-34 and
E-35 customers that will be filed within 180 days of the Commission's approval
of the Agreement. If structured properly, interruptible rates can be a cost-
effective means for utilities to obtain reliable capacity.

HIGGINS - 1
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The Agreement also contains major provisions addressing increased energy
efficiency and renewable energy development. Included in the energy efficiency
provisions of the Agreement is the advancement of self-direction of DSM
investments by larger customers, which Mr. Higgins views as an essential
component of APS's DSM efforts going forward.
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The Agreement provides a plan for base rate stability by prohibiting APS iron
filing its next two general rate cases prior to June 1, 2011 and June 1, 2013,
respectively. In connection with these provisions, the Agreement also provides
that no new base rates resulting from APS's next general rate case will be
effective prior to July 1, 2012. This "stay-out" will provide customers with an
assurance of stable base rates for a considerable period. In Mr. Higgins' opinion,
this is a material benefit to customers.

The Agreement also provides for the potential for Systems Benefits Charges to
customers to be reduced in 2012 if a Palo Verde license extension is approved
prior to the conclusion of the next rate case. In Mr. Higgins' opinion, the
treatment of Palo Verde life extension costs represents a creative solution that
bridges the litigation differences among various of the Signatories to enable the
crafting of a successful package. The provision provides important benefits for
customers and the Company without raising rates. He strongly supports its
adoption along with the other provisions of the Agreement.

HIGGINS - 2
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Mr. Higgins' reply testimony responds to the testimony submitted by Barbara
Wyllie-Pecora and other individuals in opposition to the Proposed Settlement
Agreement ("Agreement"). In general, the parties in opposition to the Agreement
are proposing to modify Service Schedule 3 to include a provision for 1,000 feet
of "free footage" for residential line extensions, up to a cost of $25,000. Mr.
Higgins recommends that these proposals be rejected, and that the Agreement as
submitted by its signatories be approved by the Commission.

One of the fundamental principles in ratemaking is that costs should be assigned
to cost causers to the greatest extent practicable. This objective is accomplished
under the general policies in place in current Schedule 3. If the Schedule 3
proceeds are reduced through adoption of a "free footage allowance," then the
Agreement provides the shortfall should be made up through a bigger rate
increase than is already provided in the Agreement. This would produce an
inequitable result for existing customers.
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Further, if the true cost of extending power lines is not included in the decisions
made by individuals purchasing land and building homes, but instead is socialized
to other parties, then it can result in more expensive options being selected than
would otherwise occur. In Mr. Higgins' opinion, it is not sound public policy to
mask these costs so that they are not taken into account in private decision
making.

Mr. Higgins points out that while he believes it is just and reasonable for new
customers to be responsible for the direct cost of line extensions to reach their
premises, he is not adverse to the concerns of new customers. Rather, he supports
a balanced approach. Mr. Higgins notes that in its initial tiling, APS proposed
even greater fees for new customers to recover incremental distribution system
costs. In his direct testimony, Mr. Higgins opposed this concept, arguing that such
an approach raises many policy and economic questions and can result in
unintended consequences. As part of the Agreement, APS's proposed impact fees
are withdrawn. Further, the Agreement proposes some improvements to the
Schedule 3 terms that are beneficial to new customers, which Mr. Higgins fully
supports, including procedures for refunding amounts to customers when
additional customers connect to the line extension.

In Mr. Higgins' opinion, the current Schedule 3 approach as modified by the
Agreement, which assigns to new customers the direct cost of extending service
to their premises, but which does not include an additional impact fee, strikes the
correct balance between fair consideration of the interests of new customers and
existing customers.
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